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Blue Cross and Blue Shield of Vermont 
Q3 2015 Large Group Rating Program Filing 

Actuarial Memorandum 

 
1. Purpose 

 
Blue Cross and Blue Shield of Vermont (BCBSVT) performs large group rating on a case-by-case 
basis. Rating is accomplished through a formulaic approach that blends recent group experience 
with a manual rate according to a credibility formula. Formula results may be adjusted for 
underwriting judgment and/or management decisions. This filing establishes the formula, 
manual rate and accompanying factors that will be used for renewals beginning upon approval 
of this filing, most notably January 2016 renewals.   
 
Once approved, this filing will be used for large group renewals prepared for business under the 
jurisdiction of the Green Mountain Care Board (GMCB) until superseded by a subsequent filing. 
This filing will apply beginning with rates communicated 10 business days after the date of its 
approval, and continuing until 10 business days after the date of approval of the next BCBSVT 
Large Group Rating Program Filing. The term “communicated,” for this purpose, means a 
written proposal delivered to a large group account. 
 
     

2. Overview 

 
This filing includes a description of the renewal formula and the development of each of the 
factors used in it. This formula is used for both Fully Insured and Cost Plus customers. BCBSVT 
projects that about 26,900 members (13,100 subscribers) in 61 groups will be impacted by this 
filing.  
 
We will describe in detail the formula used in the renewals. This formula was originally filed in 
April 2012 (BCVT-128267446).  
 
We will then detail the factors applicable to all Large Groups (Fully Insured and Cost Plus). The 
factors included in the build-up of the projected claims cost include the Large Claims Factors, 
Trend Factors, Benefit Relativities and the Manual Rate. Previously, each of these factors were 
filed independently. In addition to the projected claims cost, we will explain the calculation of 
administrative charges, the net cost of reinsurance, contribution to reserve and State and 
Federal Assessments, all of which are included in the rate development.  
 
Finally, we will discuss factors applicable only to specific products. Cost Plus customers 
purchase Individual and Aggregate Stop Loss from BCBSVT. We also offer an Experience Refund 
Eligible product for which risk charges and settlement administration changes apply.  
 
3. Formula Description 
 
Benefit-Adjusted Projected Single Claims Rate 
 
A sample calculation of this quantity can be found as Exhibit 1A. For each case, we start the 
rating with at least a twelve month experience period with two months of runout1. The 
experience period claims (line A) are then split into amounts above a pooling point (line B) 

                                                 
1
 For first year renewals, where twelve months of experience is not available, we generally use incurred in nine months 

with no runout.  
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based on the size of the case during the experience period and amounts below the pooling point 
(referred to as Capped Claims, line C). 
 
We apply completion factors (line D) developed from the monthly financial reporting process to 
Capped Claims to produce Completed Capped Claims (line E). We then add the expected claims 
above the pooling point (line H, using the factors, line G, described in section 4.1) to the 
Completed Capped Claims to produce large-claim-adjusted experience period claims. The 
expected claims above the pooling point are calculated by multiplying the pooling factor by the 
claims under the pooling point, net of claims for which Medicare was the primary payer (line F). 
This is done to ensure that pooling is not included in the Medicare Primary rate build up, as 
they are not expected to reach the pooling point. We then multiply these claims by an 
adjustment factor (line I) to reflect structural changes in the benefit plan from the experience 
period to the rating period. This is to adjust for such things as mandated benefit changes, 
contractual provision changes, etc., that, in the judgment of the underwriter, are necessary to 
make the experience appropriate for the estimation of the expected claims in the rating 
period. We divide the result (line J) by the number of member months during the experience 
period to produce Adjusted Experience Period Claims per member per month (line L). 
 
The Adjusted Experience Period per member per month (PMPM) is then divided by a seasonally-
adjusted benefit relativity value to neutralize any effect of seasonality and benefits on the paid 
claims. To determine this factor, we first determine a benefit relativity factor for each benefit 
plan (using the factors described in section 4.3) and contract tier type (single, 2-person, family, 
etc.). Based on the seasonal patterns observed as part of the reserving process for each 
calendar month, we determine seasonal factors for CDHPs and for non-CDHPs and normalize 
them so that they total to 12. We combine these factors to calculate seasonal benefit relativity 
factors for each combination of benefit plan, contract tier type and month. We apply these 
factors to the number of contracts for each benefit plan, contract tier type and month in the 
experience period. We total the results and divide the resultant sum by the number of member 
months in the experience period. This produces the Average Experience Period Seasonal 
Adjusted Benefit Relativity Factor (line M). 
 
Dividing the Adjusted Experience Period Claims PMPM (line L) by the Average Experience Period 
Seasonal Adjusted Benefit Relativity Factor (line M) produces the Benefit-Adjusted Experience 
Period Single Claims Rate (line N), which is the expected cost for a single contract in the 
experience, neutral of benefit and seasonality. We then multiply this by a trend factor (line O, 
as calculated in section 4.2) to project the claims from the experience period to the rating 
period.  
 
The resulting Projected Single Contract Rate (line P) is then blended (using the credibility 
formula described below) with the Adjusted Manual Rate (line Q, as described in section 4.4).  
 
The credibility factor (z) is calculated as follows: 
 
Let NC = {average number of non-Medicare Primary subscribers in the experience period} + {0.5 
* average number of Medicare Primary subscribers during the experience period}.  
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Let z = cf1 * cf2 where: 
 

��� =	 �(�	/500)�.��	���	�	 < 	500
1	���	�		 ≥ 500 � 

  
��� = ����(��� �� �� 	! �" �	!��#ℎ%/12)�, 1( 
 
To blend the Projected Single Contract Rate with the Adjusted Manual Rate, we use the 
following equation:  
 

) � ��#-+,-.%# ,	/��- �# ,	0��12 		23��%	43# = /��- �# ,	0��12 		��#�3�#	43# 	 × (6) +
+,-.%# ,	!3�.32	43# 	 × (1 − 6)	  
 
Required premium by Plan, Tier Type 
 
A sample calculation of premium can be found as Exhibit 1B. For each plan and contract tier 
type anticipated in the rating period, we calculate projected claims (line B1) as the 
(Bene<it-Adjusted	Projected	Single	Claims	Rate)	× 	(BRV	for	the	plan	and	contract	tier) 
 
The average number of members per contract tier during the experience period is the basis for 
the projected members per tier in the rating period. The underwriter will adjust this if, in their 
opinion, the result is not representative of the expected values in the rating period.2  
 
The calculation for the total required premium by (plan, tier) is as follows: 
{  Projected Claims by (plan, tier) + 
    Expected Net Cost of Reinsurance (line B2, as described in section 4.6) + 
    Projected Pharmacy Rebates        (line B3, as described in section 4.7) +  
    Administrative Charges                (line E, as described in section 4.5) + 
    State Mandates        (line C1 to C3, as described in section 4.9) + 
    Federal Mandates     }   (line D1 to D3, as described in section 4.10) / 
{ 1 – Contribution to Reserve (line G, as described in section 4.8) – Broker 
Commissions }        

= 

Required premium by (plan, tier)  
 
Underwriting Judgment Adjustments 
If, in the underwriter’s professional judgment, the specific properties of the case being rated 
are such that the standard formula would not produce appropriate rates for the rating period, 
the underwriter will make such modifications as needed to produce appropriate rates. The 
underwriter will document in the case file the reason(s) for the adjustment(s) and the method 
of determining the appropriate adjustment(s). 
 
Management Discretionary Adjustments 
For marketing or other reasons, management may decide to modify the rates on a specific case 
or block of cases. The underwriter will document in the case file the adjustment(s) made, along 
with a description of the nature of the adjustment(s).  

                                                 
2
 E.g., the number of contracts in a particular tier may be small (or even 0). In such instances, the underwriter should 

use appropriate values based on total block of business or other appropriate source.  
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4. Factors applicable to all Large Groups 
 
4.1. Large Claims Factors 

 
As described in section 3, experience claims above a certain pooling level are removed from the 
calculation and replaced by the expected claims above the pooling level. The source of the 
data is BCBSVT’s data warehouse, except where noted below. To ensure accuracy of claims 
information, the data used has been reconciled against internal reserving, enrollment, and 
other financial reports. In order to develop the large claims factors used to calculate the 
expected claims above a pooling level, allowed charges and paid claims through September 30, 
2014 were analyzed for the experience years ending December 31, 2012 and December 31, 
2013.  The data includes claims from BCBSVT Cost Plus groups, BCBSVT Insured Large Groups, 
and TVHP Insured Large Groups.  Capitated services and claims incurred by Medicare-eligible 
members were excluded.  Any groups that do not include prescription drugs as a covered 
expense under their BCBSVT/TVHP benefit plan were also excluded.   
 
For each experience year, allowed charges and paid claim amounts were totaled for each 
claimant.  These were then sorted into categories by the amount of allowed charges. The 
categories used were:  

- $0 up to $50 
- $50 up to $100 
- $100 up to $200…$1,900 up to $2,000 
- $2,000 up to $2,500…$9,500 up to $10,000 
- $10,000 up to $15,000… 

 
For each category, paid-to-allowed ratios were calculated. The ratios for each year were 
averaged for each category, while the resulting ratios at allowed amounts greater than $1,000 
were smoothed.  The high-to-low-to-high pattern of the ratios observed at allowed amounts 
less than $1,000 was maintained; presumably this pattern is due to the increased provision and 
use of preventive benefits covered at no charge.    
 
We calculated the charge factors assuming experience periods begin on the first day of the 
quarter. To project the charges for future experience periods, the allowed amounts by claimant 
for 2012 were trended by the observed trend from 2012 to 2013, and then by 7.2% per annum 
(see section 4.2 for details).  The allowed amounts for 2013 were also trended forward at 7.2% 
per annum.  For each claimant record, a claim amount was calculated by applying the 
appropriate factor from the paid/allowed amount factor table.  A projected claim file was built 
by combining the trended 2012 records with two copies of the trended 2013 records (thus 
weighting the 2013 experience twice as heavily as the 2012 experience).  For a set of limits (in 
increments of $5,000) the amounts in excess of the limit for each claim and the amounts under 
the limit for each claim were totaled, and the ratio of these calculated. This produced a factor, 
for each limit value, expressing claims above the limit in terms of claims below the limit.  
 
A distribution of claims by amount was also generated from the 2014 Milliman Health Cost 
Guidelines distribution of allowed charges (adjusted for Vermont), by trending the distribution 
to produce the same expected average annual allowed charge per member as the trended 
BCBSVT/TVHP distribution, and then applying the paid-to-allowed factors calculated above. 
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Factors for claims above the limit as a percentage of those below the limit were calculated 
from this distribution.  
 
The development of credibility factors to be applied to the BCBSVT/TVHP factors (versus the 
Milliman factors) is based on classical credibility theory. Using the distribution of claimants by 
limits from the claim file described above, we assumed that the frequency of claims in each 
category followed a Poisson distribution with mean equal to the number of claimant divided by 
the total of claimants. The total number of claims at which full credibility (λ0) is assigned was 
calculated as λ0 = (yp/r)

2, where yp is the (1+p)/2 percentile of the standard normal distribution 
and r is the accepted deviation from the mean. Using p=0.95 and r=0.10, we calculate λ0 to 
equal 384. We then calculate the credibility factor (z) at each point using the following 
formula: 

6 = 	S T
UV   

 
To ensure a smooth credibility formula, we set the limits $70,000 and below to 100% credibility 
and $400,000 and above to 0% credibility for the experience period starting in Q1 2014. We 
trended these limits, using the same overall trend, for all other quarters. We used a polynomial 
curve to smooth the credibility factors between the limits.  
 
For each limit, factors expressing the expected claims over the limit as a percentage of claims 
below the limit were developed by applying the credibility factor (z) to the factor based on 
BCBSVT/TVHP experience and applying (1-z) to the factors from the Milliman data.  This 
calculation is demonstrated in Exhibit 2A.  
 
Exhibit 2B shows the factors that will be applied to the experience claims under the pooling 
limit to calculate the expected claims above the limit. These factors are calculated for each 
experience period starting quarter expected to be covered by this filing.  
 

 
 

4.2. Trend Factors 
 
Medical Trend Development 
 
The source of the data is BCBSVT’s data warehouse, except where noted below. To ensure 
accuracy of claims information, the data used has been reconciled against internal reserving, 
enrollment, and other financial reports. Claims incurred between December 1, 2010 and 
September 30, 2014, paid through November 30, 2014, were used in the analysis. Completion 
factors are applied to estimate the ultimate incurred claims for each period shown in the 
exhibits. 
 
The data includes claims from BCBSVT Cost Plus groups, BCBSVT Insured Large Groups, and 
TVHP Insured Large Groups. CDHP and Non-CDHP claims are combined. Medicare Primary claims 
are excluded. The data from two large groups has been excluded from the medical analysis 
because they were not active for the entire experience period.   
 
We combined both BCBSVT and TVHP for multiple reasons. BCBSVT and TVHP cover 
substantially similar populations under similar benefit packages. Combining these homogeneous 
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populations creates greater consistency and credibility within the trend factor development. 
Using the historical contracted reimbursement schedules, we calculate network factors that 
represent the different contracts and modify the claims to reflect a single contract. By making 
these adjustments we can observe the historical cost increases using all large group claims 
information.  
   
Medical trend is composed of three pieces: cost, utilization and intensity. In our analysis, we 
combine utilization and intensity within the utilization metric and analyze the unit cost 
separately. Historical experience is normalized for contract changes and then analyzed to 
derive a utilization trend in the absence of unit cost changes. Future unit cost trends are 
developed on a discrete basis, using the most recent round of contract negotiations as a 
starting point. The overall trend is the product of these two components.   
 
Utilization 
Contract changes for the entirety of the experience period were measured explicitly for each 
facility within our service area, as well as the three largest physician groups. 
  
Increases were measured for fee schedules and other Chargemasters by applying each schedule 
to a market basket of services. The market basket was defined by using Current Procedural 
Terminology (CPT) codes & CPT modifier combinations that were present in each of the 
effective periods the schedules covered. Using the same experience period data used 
throughout the trend analysis, total allowed costs for the selected CPT & CPT modifier 
combinations were compared under each schedule to estimate the percentage increase. For 
contracts under DRG arrangements, we compared the charge for the 1.000 DRG service for each 
period. Finally, for services under a discount of charge arrangement, we used the contracted 
chargemaster increase provided by our Provider Contracting department.   
 
This accounted for over 75 percent of allowed claims dollars during the experience period. 
Costs for other claims are primarily for out-of-area services. Contracting changes for these 
claims were derived from the Fall 2014 Blue Trend Survey, which is a proprietary and 
confidential dissemination of the BlueCross BlueShield Association. 
 
Claims were normalized to the November 2014 contract at each unique provider by applying a 
factor equal to the product of the impact of each contracting change from the experience 
month through November 2014. The derived trend for other claims was assumed to be 
continuous. Please see Exhibit 3A for an illustration of this approach. 
  
Shown on Exhibit 3B is the resulting array of allowed PMPM claims costs, before and after 
normalization for contract changes. We performed regressions on a number of periods, 
including 24, 36 and 48 months of monthly PMPM costs. Results vary from -1.0 percent to -1.8 
percent.  
 
As a check and for further information, we also performed our analysis in the same way we 
calculated utilization trend in our prior recent large group trend filing (see BCVT-129403752, 
which was approved without amendment by the GMCB). It is important to note that this 
methodology includes intensity as a component of the unit cost trend rather than the utilization 
trend. Nonetheless, results tracked very closely to those produced by the technique described 
above. This indicates that intensity has been essentially flat over the length of the experience 
period. Results for this alternate viewpoint can be seen in Exhibit 3C.  
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The alternate methodology addresses trend by provider type. Inpatient utilization is observed 
by modeling the number of admissions per thousand members per month.  Since inpatient 
admissions are very volatile, using a long range regression will reduce the impact of this 
volatility. The three year regression on monthly admissions is 0.9 percent increase on Inpatient 
Utilization. While there is a national trend toward fewer inpatient admissions, that does not 
appear to be the case in Vermont. We conjecture that the rural nature of the state and relative 
unavailability of alternative outpatient services may be leading to an absence of declining 
inpatient trends in the state. 
 
Outpatient utilization is observed by modeling the number of services per thousand members 
per month. The three year regression on monthly visits yields a 1.7 percent decrease in 
Outpatient utilization trend. This result seems more intuitive when observed in conjunction 
with the positive trend in inpatient admissions, and appears to represent a subtle shift from 
outpatient to inpatient services. 
 
“Professional and Other” claims include all claims that are on a HCFA form, such as professional 
visits, DME, Ancillary, Labs, etc. Professional utilization is observed by modeling the number of 
visits per thousand members per month. The number of professional visits has been stable but 
declining over the past three years. The three year regression on monthly claims results in a 1.5 
percent decrease in professional utilization trend. 
 
Each of the above results, with details shown on Exhibit 3C, is calculated on a 36-month 
regression of monthly data through September 2014. The overall utilization trend for this period 
is -1.1 percent. This result is very close to those produced for these time periods using our 
preferred methodology. 
 
We do not believe that a negative utilization trend is a reasonable representation of the longer-
term outlook on the use of services; we have therefore chosen zero percent as our utilization 
trend. 
 
Unit Cost 
Unit cost trends were largely derived from observations of recent contracting and provider 
budgetary changes. 
 
During the year ending August 2014, roughly 54 percent of total claims dollars were provided by 
Vermont facilities and providers impacted by the hospital budget review process of the Green 
Mountain Care Board (GMCB). We have assumed that the GMCB would approve hospital budgets 
for October 1, 2015 and October 1, 2016 that support identical commercial increases as that 
approved for October 1, 2014. While the GMCB, through increased oversight, has limited the 
overall increase of hospital budgets in recent years, the cost shift from Medicare and Medicaid 
has accelerated, driving commercial increases higher. Potential solutions are being discussed in 
the current legislative session, but unless or until such relief is enacted we have little reason to 
believe that the cost shift will not continue at current levels. Based upon that assumption, 
Provider Contracting and Actuarial worked together to assess the impact such an increase 
would have on contract negotiations for BCBSVT Managed Care, BCBSVT Unmanaged Care and 
TVHP Managed Care contracts. 
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Similarly, we assumed for other providers within the BCBSVT service area that overall 2015 and 
2016 budget increases would be identical to those implemented during calendar 2014. Again, 
Provider Contracting and Actuarial worked together to assess the impact these increases would 
have on contracts for BCBSVT Managed Care, BCBSVT Unmanaged Care and TVHP Managed Care 
contracts. 
 
Finally, unit cost increases for providers outside the BCBSVT service area were derived from the 
Fall 2014 Blue Trend Survey, which is a proprietary and confidential dissemination of the 
BlueCross BlueShield Association. 
 
For marketing reasons, Provider Contracting has been negotiating different unit cost increases 
for each of the three contracts. To reflect this, we calculated three different cost trends, one 
for each contract.  
 
The results of the analysis are summarized in the below chart: 
 
 Annual Unit Cost Trend Assumption 
 BCBSVT 

Managed Care 
BCBSVT 

Unmanaged Care 
TVHP 

Managed Care 
Vermont facilities and providers impacted 
by GMCB’s Hospital Budget Review 

6.6% 11.2% 6.7% 

Other facilities and providers 3.6% 4.1% 4.1% 

Total 5.3% 8.0% 5.5% 

 
To calculate the overall medical total trend to be applied in the renewal formula, we trended 
the manual rate (see section 4.4) experience medical claims based on the network to calendar 
year 2016. We then divided the projected claims cost by the experience claims cost to get the 
overall medical trend.  
 
 BCBSVT 

Managed 
Care 

BCBSVT 
Unmanaged 

Care 

TVHP 
Managed 
Care 

Total 
 

Experience Allowed Claims 
(Medical Only) 

$41,488,111 $67,938,743 $38,740,953 $148,167,806 

Trend Factors for 27 months 1.12233 1.18803 1.12782  

Trended Claims $46,563,235 $80,712,891 $43,692,817 $170,968,944 

Annual Trend    6.57% 
 
As a check and for further information, we also performed our analysis in the same way we 
calculated cost trend in our most recent large group trend filing (see BCVT-129403752, which 
was approved without amendment by the GMCB). It is important to note that this methodology 
includes intensity as a component of the unit cost trend, rather than the utilization trend. This 
comparison was only done for the BCBSVT Managed Care contract. Results can be seen in 
Exhibit 3D.  
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For inpatient claims, we assessed the cost per admission and the cost per day. The monthly 
costs per admission and per day are very dependent on the type of inpatient claim. Using 
regressions on a longer period will help reduce the effect of high claims, as well as short-term 
oscillations due to the low-frequency, high-intensity nature of the services. The 36-month 
regression on monthly admissions results in an Inpatient cost increase of 7.0 percent. For 
outpatient claims, we looked at the cost per service. The 36-month regression on monthly 
claims yields an Outpatient cost increase of 4.0 percent.  
 
We examined the cost per visit for Professional and Other claims, with a visit being defined as a 
unique combination of member, date, and provider. The majority of these services are on fee 
schedules, and BCBSVT has been able to control cost efficiently. The 36-month regression on 
monthly claims results in a 4.4 percent increase on Professional cost.  
 
Combined, using the year ending September 30, 2014 PMPMs as weights, the overall cost trend 
would be 4.8%. This result is significantly influenced by the timing of contract increases: a 
significant facility increase in 2013 for the BCBSVT managed network was followed by a smaller 
than typical increase in 2014. The average increase for the previous three calendar years for 
providers with GMCB oversight is 6.9%, which is far better aligned with our new, discrete 
approach to unit cost trend. We have selected 6.57% as our unit cost trend.   
 
 
Pharmacy Trend Development 
 
The source of the data is BCBSVT’s data warehouse, except where noted below. To ensure 
accuracy of claims information, the data used has been reconciled against internal reserving, 
enrollment and other financial reports. The data includes claims from BCBSVT Cost Plus groups, 
BCBSVT Insured Large Groups, and TVHP Insured Large Groups.  CDHP and Non-CDHP claims are 
combined. Medicare Primary claims are excluded. The data from two large groups has been 
excluded from the analysis because they were not active for the entire experience period.  We 
used claims incurred from December 1, 2012 to October 31, 2014, paid through November 30, 
2014. Completion factors are applied to estimate the ultimate incurred claims for each period 
shown in the exhibits. 
 
ESI has been the pharmacy benefits manager for BCBSVT and TVHP since July 2009.  The initial 
ESI contract was for a period of 3 years; a new contract became effective July 2012.  We have 
adjusted the historical pharmacy claims data, as well as the projected pharmacy claims, to 
normalize for the various guarantees within these contracts. Specifically, all historical 
experience has been restated to the provisions for the contract year ending in 2015. The initial 
selections of brand and generic cost trends based on historical analysis are then reduced by a 
factor equal to the contracted future improvement in pricing guarantees. 
 
With the emergence of new and expensive specialty drugs, as well as the increasing shift to 
generics as more brand drugs come off patent, we analyzed the components of trend (cost and 
utilization) separately for brands, generics, and specialty drugs. We have projected the generic 
dispensing rate (GDR) based on the brand drugs that are scheduled to lose patent in the 
projection period. Specialty drugs are very high cost drugs with low utilization. Because of their 
relative infrequency, it is more appropriate to look at the overall PMPM trends for these drugs 
rather than separate cost and utilization components. The overall pharmacy trend is calculated 
by combining the separate projections.   
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Exhibit 3E provides the monthly and the 12-month rolling data, along with the corresponding 
year-over-year and exponential regression trends, for non-specialty drugs.  These are shown 
separately for the generic cost, brand cost, and overall non-specialty utilization categories.  
The number of days supply, rather than the number of scripts, is used to normalize for changes 
in the days supply per script (e.g. increased use of 90-day fills). Because there are several 
popular brand drugs that have become generic during the experience period, or will become 
generic during the projection period, we have combined the data for generic and brand drugs 
for the purpose of analyzing utilization patterns (the separate GDR projection is applied to the 
total projected utilization to arrive at brand and generic components).  The regressions use 24 
data points on the monthly data, in order to best capture an adequate amount of the most 
recent history of drug costs.     
 
Based on our current distribution of days supply and a list of brands expected to move to 
generic in the period during which these trend rates will be in effect, as provided by ESI, we 
estimate that GDR will reach 86.3 percent in the projected period.  It is important to note that 
care must be taken in projecting the GDR to avoid the simplistic assumption that generic shift 
will continue at historical levels. Generic conversion is a very discrete function – while specific 
dates for generic launches may be impacted by ongoing litigation, the list of brand drugs losing 
their patent protection is well-recognized in the industry. Furthermore, generic substitution 
protocols have increased generic substitution rates to well over 99 percent where such switches 
are clinically viable. For the above reasons, it would be actuarially inappropriate to base a 
future GDR assumption on a linear projection of past increases, which is why we have chosen to 
take a far more detailed, and more discrete, approach. Exhibit 3F shows the calculation of the 
86.3 percent GDR in the projection period. Utilization for brand drugs losing or expected to lose 
their patent protection from calendar year 2013 through the projection period is summarized 
by month. Because Average Wholesale Price (AWP) and effective discounts do not change 
significantly for most new generic drugs until the six-month exclusivity period has closed (that 
is, when the generic becomes “multi-source”), average utilization for the year ending 
November 2014 is projected through six months following each generic launch date. After that 
time, all utilization is expected to shift to generic.    
 
Exhibit 3G summarizes the trends for non-specialty drugs and calculates our total non-specialty 
allowed drug trend as 6.0 percent. 
 
Exhibit 3H provides the monthly and the 12-month rolling data, along with the corresponding 
year-over-year trend and exponential regression trends, for Specialty drugs.   These regression 
criteria were chosen in order to best capture the most recent history of drug costs.  Rolling 12-
months regression is more appropriate for Specialty Drugs because of the low-frequency, high-
cost nature of these drugs. We made a further adjustment to specialty trends to reflect the 
expected future improvement in pricing guarantees.  
 
Beginning in January 2014, a new treatment for hepatitis C was introduced to the market. 
Because this drug is skewing the specialty trend, we modified our approach to calculate the 
projected trend. First, we recalculated the specialty drug trend after excluding the new 
hepatitis C drugs (Sovaldi and Olysio). This reduced the 24 points regression on monthly data 
from 22.0% to 12.9% (as shown on Exhibit 3I). Then, to project the expected cost of hepatitis C 
treatment in the rating period, we used the actual claimant year to date November 2014 as a 
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starting point. The experience had 18 claimants that started a treatment for hepatitis C in the 
last eleven months. These claimants utilized the available treatments in these proportions:  

 

Treatment 

Number 
of 

Claimants 

Average Cost 
of Complete 
Treatment 

SOVALDI Treatment for 3 months 9 $89,772 

SOVALDI + OLYSIO Treatment for 3 months 3 $179,545 

SOVALDI  Treatment for 6 months 6 $156,946 

Incomplete Treatment (due to insufficient runout) 2  
 

ESI provided projections of potential claimants for these therapies who would receive 
treatment in 2014, 2015 and 2016, along with anticipated utilization for each therapy. For each 
therapy we assumed the same average cost of treatment as for the claimants who have 
completed treatment in 2014. For the anticipated new therapy, we used the projected cost of 
these new therapies provided by ESI. This produced an estimate of $4,630,449 for CY 2016, 
based on assumptions of 30 new claimants at an average cost of therapy of $154,348.  

 
To calculate the effective trend, we started with the pharmacy claims from the year ending 
October 31, 2014 experience period and removed the new hepatitis C drugs. We then trended 
those claims at a 12.9% rate for 26 months and add the incremental cost of hepatitis C 
treatment for a total restated projected claims. Using this method, the restated effective 
specialty drug trend is 15.7%.  

 
Pharmacy Specialty Claims in the Experience $24,260,180 

Hepatitis C Drugs in the Experience $2,205,308 

Pharmacy Specialty Claims without Hepatitis C drugs $22,054,873 

Projected Specialty Claims using a 12.9% trend for 26 months $28,661,025 

Adding incremental cost of Hepatitis C treatment for the projection period $4,630,449 

Restated Projected Specialty Claims $33,291,474 

Restated Specialty Trend 15.7% 

 
 
Hyperlipidemia Specialty Drugs 
 
A new type of drug that treats patients with high cholesterol currently under review by the 
FDA, known as PCSK9 inhibitors, is anticipated to be approved in August 2015. The initial 
indication for these drugs is to treat Familial Hypercholesterolemia (FH), a genetic disease 
characterized by very high levels of cholesterols in the blood.  
 
 
Current incidence studies suggest that 200 persons per 100,000 lives are diagnosed with FH. ESI 
estimates that these new drugs will cost $12,000 per year per patient. Using our most recent 
membership counts, we estimate that 171 of our members are likely to receive this new 
treatment. We included this additional cost in our specialty trend calculation.  
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Pharmacy Specialty Claims in the Experience $24,260,180 
Hepatitis C Drugs in the Experience $2,205,308 
Pharmacy Specialty Claims without Hepatitis C drugs $22,054,873 
Projected Specialty Claims using a 12.9% trend for 26 months $28,661,025 
Adding incremental cost of Hepatitis C treatment for the projection period $4,630,449 
Adding incremental cost of PCSK9 treatment for the projection period $2,052,000 
Restated Projected Specialty Claims $35,343,474 
Restated Specialty Trend 19.0% 
 
ESI has opined that PCSK9 inhibitors have a profound impact on lowering cholesterol as 
compared to statins, and that the utilization of these new drugs may far exceed that 
attributable only to familial hypercholesterolemia. They estimate that 10% or more of the 
population currently taking statins would switch to a PCSK9 inhibitor, while an additional 3-6% 
of the total population may currently have untreated issues with high cholesterol due to 
intolerance to or lack of results from statins. Using the lower end of these ranges leads to the 
following results:  
 

Restated Projected Specialty Trend $33,291,474 
Added incremental cost of PCSK9 for Familial hypercholesterolemia $2,052,000 
Added incremental cost of PCSK9 for members currently on statins 
switching to PCSK9 $10,890,213 
Added incremental cost of PCSK9 for members not currently on statins  $27,336,000 
Restated Projected Specialty Claims $73,569,687 
Restated Specialty Trend 66.9% 
Overall Restated Pharmacy Trend 27.3% 
 
Due to the potentially massive impact of these drugs, we reached out to key cardiologists in the 
State to better understand how they are likely to prescribe the inhibitors. There appears to be 
a preference to wait until more clinical studies are available on these new drugs before a 
wholesale move away from statins is likely to take place. Furthermore, we will implement 
clinical programs to ensure that this very expensive treatment is used appropriately. Because of 
this, we have chosen not to include the full potential cost of PCSK9 inhibitors in our trend 
projection to 2016, but instead to only include the portion related to familial 
hypercholesterolemia, for which we understand the treatment is very likely to be available and 
prescribed in 2016. 
   
Using the PMPM claims as weights between Non-Specialty and Specialty claims for the 12 
months ending October 2014, adjusted to the contract in place as of November 2014, we 
calculate the following:  
     

Category PMPM Overall Trend 

Generic $22.29 1.0% 

Brand $35.04 9.1% 

Specialty $23.59 19.0% 

 
 

 
Total $80.92 10.0% 



Blue Cross and Blue Shield of Vermont 
Q3 2015 Large Group Rating Program Filing 

Actuarial Memorandum 

 
 
 
 
Overall Total Trend 
 
Using the year ending September 2014 for the groups included in the manual rate (see section 
4.4), the overall allowed trend is  

Category Allowed PMPM Trend 
Medical $ 370.78 6.6% 
Pharmacy $   82.83 10.0% 
Total $ 453.61 7.2% 

 
Governor Shumlin’s recent Medicaid funding proposal and the impending approval of PCSK9 
introduce a greater degree of uncertainty in short-term trend projections than may be typical.  
While we have included no implicit or explicit margin in our trend picks, we recognize that an 
environmental change may create a significant shift in either direction. As we have suggested in 
past years, we would submit an interim trend filing should information become available that 
meaningfully differs from the underpinnings of the trend analysis in this filing. 
 
Leveraged Trends 
 
The above trends are based on allowed charges and do not account for the leveraging effect of 
deductibles and copays.  In past filings, Leverage factors were developed from claims 
distributions data from BCBSVT and TVHP data and Milliman Health Cost Guidelines®. For this 
filing, we utilized our Benefit Relativity models (see section 4.3 for a description of the 
methodology) to calculate the impact of leveraging on each benefit. To do so, we calculated 
the Paid PMPM with and without the trend (as described above). The difference between the 
two paid PMPMs is the leverage factor for that benefit. See exhibit 3J and 3K for example of 
leverage factors. 
 

 
4.3. Benefit Relativity Factors 

 
Overview 
 
To determine standardized premium rate relationships, also called relativities, BCBSVT has 
created models that simulate the impact of member benefits for all types of plans.  The models 
determine the allowed charges for the completed 12 months of claims included in the study, 
and “re-adjudicate” the claims, thereby simulating the impact of member cost sharing for a 
given benefit plan.  
 
Claims data is from BCBSVT’s data warehouse. All claim and enrollment data comes from the 
BCBSVT’s data warehouse except where noted below.  To ensure accuracy, the claims data 
used has been reconciled against internal reserving, enrollment and other financial reports. The 
starting point of the analysis is allowed charges as determined by the BCBSVT claims 
adjudication system.  The claims data includes benefit codes that enable us to identify the 
services and benefit structures (copays, deductibles, and coinsurance).   
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For each benefit plan of interest, the models produced the simulated PMPM values of the 
benefits.  The PMPM for each plan was then divided by the manual rate, as calculated in section 
4.4, to produce its relativity.  Relativities are included for medical only plans, Rx only plans, 
and integrated CDHP plans.  In addition, relativities have been produced for both Active Under 
65 employees and Age 65+ Medicare Primary Employees. 
 
Details about the Medical Benefit Relativity Model  
 
Incurred allowed charges from July 2013 to June 2014, paid through September 2014, were 
used.  The allowed charges were trended to July 1, 2016.  This date is the midpoint of the 12-
month period that begins January 1, 2016.  The majority of the business that will be renewed 
using these relativity factors has a January 1 renewal date; the BCBSVT Group Merit Rating 
Program formula adjusts the trend for non-January renewals.  
 
The trends used were the cost trend, by type of service, as calculated by the discrete unit cost 
trend method above (section 4.2).  
 
The data includes claims from BCBSVT Cost Plus groups, BCBSVT Insured Large Groups, and 
TVHP Insured Large Groups.  CDHP and Non-CDHP claims are combined. Medicare Primary 
claims are excluded. We also excluded groups that have special benefits. This predominantly 
refers to groups that have specific reimbursement with particular providers outside of BCBSVT’s 
contracts and/or claims processing function. We also exclude groups with a geographical 
distribution (e.g. a predominantly non-Vermont population) that would skew the average.  
 
Using the contracted reimbursement schedule, we calculated network factors that represent 
the different network contracts.  Using these factors, we can include all claims in each of the 
three networks by adjusting each claim to the basis of a single network.  This enables us to 
combine all the experience for each plan design.   
 
The claims were categorized according to how benefits are paid, and one record was generated 
for each member, date of service, and type of service.  Each record was then assigned a cost 
share (deductible/coinsurance, copay, covered in full) for each plan available. 
 
The plan designs modeled are:  
 

• Vermont Freedom Plan (VFP) 
• Comprehensive (COMP) 
• J Plan (JPLAN) 
• Vermont Health Partnership (VHP) 
• Consumer Driven Health Plan (CDHP) 

 
For all products, claims for preventive mandated benefits were assigned a “covered in full” 
cost share, independently of the product that is being modeled.   
 
The model tested one benefit design at a time.  It determined the member portion of the 
allowed charges, and from this, a total simulated paid PMPM for each benefit design.  The 
impact of the office copay, deductible, coinsurance, out-of-pocket maximum, and preventive 
mandated benefits were all considered.  If the average allowed cost of a category was less than 
the copay being examined, it was assumed that the member paid the full cost of the service. 
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VFP and VHP plans have two levels of benefits, preferred and non-preferred.  The Preferred 
benefit levels are applied to providers in the BlueCard© network and the non-preferred benefits 
are applied to non-participating providers.  In the administration of this benefit, there is no 
overlap between the preferred and non-preferred deductible and coinsurance.   
 
For CDHP, COMP and JPLAN, the same overall benefits are applied to the preferred and non 
preferred networks. The underlying benefits in the experience have different splits between 
preferred and non-preferred networks as part of the “freedom” of the benefit. The “freedom” 
represents the portion of providers in the service area that participate in the network.  
 
The relativities for the medical products currently in our book of business are displayed on 
exhibits 4A and 4B. 
 
Benefit Induced Utilization: Medical 
 
An independent analysis was performed to measure the correlation between the benefit design 
and the overall health care spending.  The correlation used the paid-to-allowed ratio as the 
independent variable and the total allowed charges as the dependent variable.  A 2nd order 
polynomial was found to best fit the data.  The polynomial was then normalized such that the 
average paid-to-allowed (PA) ratio underlying the base BRV experience returned a utilization 
adjustment of 1.00.  In other words, if a simulated benefit has a paid-to-allowed ratio less than 
that of the average, then utilization will be reduced (i.e. factor < 1.00).  If a simulated benefit 
has a paid-to-allowed ratio greater than the average, then the benefit will have induced 
utilization (i.e. factor > 1.00).  The resulting formula is ! ,��32	W#�2�63#��� ∶ 0.4571	 × (/+)� +
0.4517	 × (PA) + 0.2544, with a minimum set at 0.73 and a maximum of 1.20. 
 
Details about the Pharmacy Benefit Relativity Model 
 
As with medical claims described above, incurred allowed charges from July 2013 to June 2014, 
paid through September 2014, were used.  The allowed charges were trended to July 1, 2016.  
This date is the midpoint of the 12-month period that begins January 1, 2016.  The majority of 
the business that will be renewed using these relativity factors has a January 1 renewal date; 
the BCBSVT Group Merit Rating Program formula adjusts the trend for non-January renewals.  
 
The trends used were the cost trend, by type of service, as described above (section 4.2) for 
Brand and Generic drugs. For Specialty drugs, we backed out the utilization trend calculated 
using regression and applied the remaining cost trend, of 11.1 percent.  
 
The data includes claims from BCBSVT Cost Plus groups, BCBSVT Insured Large Groups, and 
TVHP Insured Large Groups.  CDHP and Non-CDHP claims are combined. Medicare Primary 
claims are excluded. We also excluded groups that have special benefits. This predominantly 
refers to groups that have specific reimbursement with particular providers outside of BCBSVT’s 
contracts and/or claims processing function. We also exclude groups with a geographical 
distribution (e.g. a predominantly non-Vermont population) that would skew the average.  
 
 
Within the model, pharmacy scripts are assigned to one of six categories: 
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• Retail Generic • Retail Preferred Brand • Retail non-Preferred Brand 

• Mail Generic • Mail Preferred Brand • Mail non-Preferred Brand 
 
Specialty medications are allocated into one of the categories above, as appropriate, as a 
specific specialty tier is not allowed in Vermont.  
 
The experience period data was adjusted to reflect the major brands that are expected to 
become generic during 2015 and 2016. The list was based on a report provided by ESI.  
 
For these brands, the following adjustments were made:  
 

• For the first 6 months (exclusivity period), we reduced the Average Wholesale Price 
(AWP) by 10% and kept the brand discount.  

• For the months after the exclusivity period, we reduced the AWP by 10% and changed 
the discount to the generic discount. The 10% reductions in AWP are based upon industry 
standard assumptions, supported by our own analysis of AWP changes for drugs that have 
moved from brand to generic over the past several years. 
 

One record was created for each member and date of service combination.  One record can 
have more than one script category.  The model tested one benefit design at a time.  It 
determined the member portion of the allowed charges and a total simulated paid PMPM for 
each benefit design.  The impact of the deductible, coinsurance, copays and out-of-pocket 
maximum (OOPM) were considered. Following the ACA, contraceptives were excluded from the 
cost sharing.  If the average allowed cost of a category is less than the copay being examined, 
it is assumed that the member pays the full cost of the script.  With Vermont Act 171, all 
pharmacy benefits effective January 1, 2015 or later will have an OOPM of $1,300.  It is 
expected that this limit will increase effective January 1, 2016, following the IRC rules for 
Health Savings Account and High Deductible Plans. The exhibits include the $1,250 OOPM 
benefit on pharmacy for benefits effective January 1, 2014 or later, which comprise our current 
experience period. 
 
BCBSVT also offers different riders for pharmacy benefits.  These riders will be modeled in the 
same way described above.  
 
The relativities for the pharmacy products currently in our book of business are displayed on 
exhibit 4D. 
 
 
Benefit Induced Utilization: Pharmacy 
 
Independent analysis was performed to measure the correlation between the benefit design and 
the quantity of pharmacy prescriptions consumed.  The pharmacy benefits are adjusted in two 
ways.  First, the generic utilization varies with the benefit designs.  Claims and membership 
data from January 2010 through July 2014 were examined, and a table was created to adjust 
the base generic utilization up or down depending on the difference in the Generic and Brand 
copays of the member’s drug plan.  
 
Second, a separate analysis was done to adjust for the overall pharmacy benefit.  A modeled 
paid-to-allowed (PA) ratio was assigned to every benefit in the experience period.  The 
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correlation used the paid-to-allowed ratio as the independent variable and total allowed 
charges as the dependent variable.  A line was found to best fit the data.  The line was then 
normalized such that the paid-to-allowed ratio underlying the base BRV benefit (manual rate) 
returned a utilization adjustment of 1.00.  The resulting formula is /ℎ3��3�[	W#�2�63#��� ∶
1.2397	 × (PA) − 0.0761, with a minimum set at 0.50 and a maximum of 1.50. 
 
Although we use two steps to calculate the induced utilization, we are not adjusting the data 
twice. The adjustment for difference in Generic/Brand copays changes the mixture of scripts 
(i.e. generic dispensing rate) without adjusting the overall frequency of scripts. The richness or 
leanness of the plan, as measured by the paid to allowed ratio, drives an adjustment to the 
overall frequency of scripts without changing the mixture of scripts. 
 
Details about the Integrated Benefit Relativity Model (CDHP) 
 
The CDHP model combines both the medical and pharmacy models described above. One record 
was created for each member, date of service and type of service combination.  A separate 
medical and pharmacy paid-to-allowed ratio was calculated, and the appropriate utilization 
adjustment was made.  
 
The relativities for the CDHP products currently in our book of business are displayed on exhibit 
4C. 
 
Age 65+ Medicare Secondary Plans 
 
Medical Benefits 
Benefit relative values are needed for Medicare secondary plans.  We developed a table of 
ratios, by deductible, of the value of a Medicare secondary plan as compared to an active 
employee plan.  These ratios are applied to the regular (active employee) relativities to 
produce the Medicare secondary benefit relativities for the “Exclusion” method of integration 
with Medicare (that is, the primary plan design is applied to the difference between the 
Medicare allowed amount and the amount Medicare pays). 
 
The table of ratios was built in the following manner: 
 

1. Using BCBSVT data for the period 2010 through 2013, we determined the overall ratio of 
Medicare secondary to active allowed charges.  The result, 0.3744, is the weighted 
average of the 2010 through 2013 annual values, using member months as weights. 

2. Since BCBSVT has a relatively small number of Medicare secondary members, we used 
claim probability distributions (CPD’s) from the 2014 Milliman Health Cost Guidelines® to 
develop the table of ratios by deductible.  The expected claims costs at each deductible 
level were taken from the Milliman CPDs for active employees and for Age 65+ 
employees.  We used a table that displays the member claims cost after Medicare 
benefits for the Age 65+ employees. 

3. At each deductible level, a ratio of the expected claims cost, Medicare secondary 
compared to active, was then determined.  This provided a set of ratios based on 
deductibles. 

4. The slope of the Milliman ratios was then applied to the BCBSVT starting ratio, 0.3744. 
 
Pharmacy Benefits 
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For each benefit option modeled, there are relativity factors for active employee plans and 
Medicare-eligible plans.  The Medicare-eligible factors are driven by a table of ratios that are 
based on the PMPM value of the active and Medicare-eligible options.  With this filing, the 
relationship between active and Medicare-eligible relativities has been updated using the 
following steps: 
 

1. The pharmacy allowed PMPM’s of active and Medicare-eligible members were compared 
over time.  In particular, the ratio of active to Medicare-eligible PMPM’s was compared 
for 2012 and 2013.  These values are shown below. 
 

 Ratio 

2012 3.359 
2013 3.319 

Change 0.9880 
 

2. Based on this change, the existing table of factors for determining the Medicare-eligible 
relativities has been adjusted by the 0.9880 factor. The adjusted table of factors is in 
exhibit 4E. 
 

4.4. Manual Rate 
 

The Manual Rate is the experience paid claims PMPM from the groups impacted by this filing, 
trended to calendar year 2016 using the trends described in section 4.2.  

 
Calculation of the Manual Rate 

 
Experience Paid Claims, capped at $700,000 and completed A $ 157,732,100 
Medical Paid Trend factor (8.1 for 27 months) B 1.1914 
Projected Medical Paid Claims C = A x B  $ 187,917,575 
Total Member Months D 405,574 
Manual Rate E = C / D $ 463.34 

  
The Manual Rate is adjusted to reflect a group’s particular characteristics, as demonstrated in 
Exhibit 5A. An adjustment is made for the average age/gender factor (line B) as derived from 
the 2014 Milliman Health Cost Guidelines, normalized such that the Manual Rate has an 
age/gender factor of one. The case’s industry factor (line C) is developed based on the SIC and 
a standard table that has been in use for many years. We intend to undertake a complete study 
of industry factors during 2015. See Exhibit 5B for the schedule of industry factors. These have 
also been normalized such that the Manual Rate has a factor of one.  
 
For groups with a projection period other than calendar year 2016, the manual rate will be 
adjusted for trend to reflect the group’s projection period (line D). Finally, a contract 
conversion factor (line E) is calculated based on member distribution and tier factors in order 
to convert from a PMPM to a single rate basis (necessary because the Adjusted Manual Rate is 
blended with the Projected Single Contract Rate, which is not on a PMPM basis).   

 
 

4.5. Administrative Charges 
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The sources of actual expense data in this filing are BCBSVT’s data warehouse and accounting 
records.  The Experience Base period for this filing is December 2013 to November 2014.  Actual 
BCBSVT administrative expenses for the Experience Base period are compiled on a GAAP 
reporting basis.  Exhibit 6A provides a reconciliation of the Experience Base period to GAAP 
financial report data.   
 
Experience Base of Actual Expenses 
 
Administrative expenses are allocated under BCBSVT’s cost accounting system to lines of 
business.  For the Group business segment (Insured and Cost Plus combined), this cost 
accounting data by cost center is then allocated into Cost Categories for purposes of 
determining administrative charges for each specific BCBSVT group account, given that 
account’s characteristics.3  The Group Cost Categories include:   
 
Account − those expenses that are allocated to specific group accounts on a per group account 
basis. 
Billing Group − those expenses that are allocated on a per billing group basis (i.e., reflecting 
the number of separate billing entities within a group account). 
Member − allocated on a per member basis. 
DM Member − allocated on a per member basis, for those members in group accounts with 
disease management in place. 
Special Cost Plus − those special financing expenses applicable to Cost Plus accounts, allocated 
on a per account basis (to Cost Plus accounts only).  
 
For each of the Group Cost Categories described above, the respective number of unit months 
during the Experience Base period is tabulated for the Group business segment.  This includes 
the number of account months, number of billing group months, number of member months and 
number of member months with disease management.  For each of the Individual/Other 
business segments, the respective number of member months for each is used as the units.  
 
Fees paid to GHI for the electronic processing of Medicare Supplement claims are being 
assigned correctly to all members whose claims go through the GHI system.  These members are 
in the following product categories: Individual Medicare Supplement, Group Medicare 
Secondary, Cost Plus Medicare Supplement, Cost Plus Medicare Secondary, and TVHP MediGap 
Blue. 
 

Using the Experience Base administrative expenses and unit months, per unit per month (PUPM) 
values are calculated.  For Group, there are five such PUPM values − one for each of the Cost 
Categories indicated above.   
 
The Experience Base administrative expenses PUPM are shown in Exhibit 6C.   
 
 
 
Projection Factors 
 

                                                 
3 PUPM costs for Cost Plus members having Medicare Supplement plans are set equal to the corresponding values for 
conventionally funded Medicare Supplement members. The resulting costs are removed from the Cost Plus cost 
accounting charges before dividing by the (non-Medicare Supplement) Cost Plus units.  
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Actual administrative costs PUPM from the Experience Base period are projected to each of the 
rating periods.  Projection factors are based on a 2.5 percent annual trend and are shown in 
Exhibit 6B.  These projection factors are intended to make reasonable but modest provision for 
increases in overall operating costs PUPM.  Note that there are no known extraordinary or 
mandate-related costs at this time which require separate provision for the rating periods 
involved in this filing. 
 
An examination of historical administrative charges will show a decreasing trend in recent 
years, driven primarily by membership increases. BCBSVT projects that membership will remain 
at current levels over the projection period. The projection of administrative charges is 
therefore assumed to not be impacted by membership changes. 
 
We are assuming that human costs (wages and benefits) will increase by 3 percent, the 
budgeted wage increase for 2015, over the projection period. Other operating costs are 
assumed to remain flat. We have calculated that 82.4% of our administrative costs are for 
salaries and benefits.  We are therefore increasing our projected administrative expenses by 
the weighted average of 2.5 percent per annum.    
 
Charges for Group Accounts 
 
The Administrative Charge PUPM figures shown in Exhibit 6C are the values to be applied on an 
account by account basis, along with each group account’s corresponding unit count, to 
produce account-specific administrative charges.  These amounts will then be expressed as 
equivalent PMPM amounts for each group account.  
 
Amounts for special items or unique services not part of BCBSVT’s standard scope of 
administrative services (e.g., special booklets, certificates, or reports) are to be determined 
and applied separately on an account-specific basis.  Commissions based on the commission 
scale applicable to the account are not reflected in the schedule of admin charges in Exhibit 
6C; they are to be calculated and applied separately. 

 
 

4.6. Net Cost of Reinsurance 
 

BCBSVT has purchased reinsurance for claims in excess of $700,000 for 2015, and expects to 
purchase similar reinsurance in future years with limits approximately equal to the 2015 limit 
increased by trend.  We estimate that the target loss ratio for the reinsurance is approximately 
75%, which implies a cost of reinsurance of approximately 33% of claims above the reinsurance 
limit.  For each pricing period starting quarter, we determined an annual cost of reinsurance 
for the trended reinsurance limit by multiplying the expected annual claims cost above the 
limit by 33%.  Dividing this by 12 produces the PMPM cost of reinsurance.  The table of these 
PMPM’s, based on pricing period starting quarter, is shown in the table below. 
     

Pricing Period Starting Quarter 

Q2 2015 Q3 2015 Q4 2015 Q1 2016 Q2 2016 Q3 2016 

$0.97  $0.99  $1.01  $1.02  $1.903  $1.05  
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4.7. Pharmacy Rebates 
 

Pharmacy rebates are calculated by taking the experience period rebates and trending them 
using the Brand Cost trend (from Exhibit 3G). Pharmacy rebates are paid with an average six-
month delay from the time of the original claims. For months in the experience for which we do 
not have detailed rebate information, an estimated rebate amount in included in the 
calculation.  

 
4.8. Contribution to Reserve 
 
The administrative charges developed are for administrative expenses only, and contain no 
provision for reserve contribution.  A contribution to reserves is required in order to maintain 
an adequate level of surplus. Surplus is a critical consumer protection that allows providers to 
continue to receive payments and subscribers to receive needed care in the event of 
unforeseen adverse events that may otherwise impact BCBSVT’s ability to pay claims. We 
believe that the levels established in the table below represent an adequate, yet not excessive, 
contribution to reserves. Furthermore, they allow us to maintain Risk-Based Capital (RBC) levels 
that are within our established, moderate target range.  
 

Line of Business Contribution to Reserve 

BCBSVT Insured Groups 2% of premium 

BCBSVT Cost Plus Groups 0.5% of equivalent premium  

 
Exhibit 7A provides support for our filed contribution to reserves. A contribution to reserves of 
1.34 percent is required merely to maintain RBC levels in light of medical trend. In other 
words, should all other assumptions in this and subsequent filings come to fruition and medical 
trend hold constant at current levels, the company would eventually become insolvent due to 
medical trend alone with a contribution to reserves of less than 1.34 percent. 
 
There are many reasons why an adequate contribution to reserves should exceed the minimum 
required to keep pace with trend. While best estimate assumptions are by definition expected 
to lead to equal likelihood of gains and losses, unexpected events or periods of sustained losses 
may lead to financial deterioration of sufficient magnitude to render a company insolvent. This 
is the basic tenet of classical ruin theory. 
 
There are many examples of risk to surplus. The underwriting cycle is typically 24-30 months in 
duration, meaning that rate deficiencies may persist for an extended period in an increasing 
trend environment. Regulatory action can have a meaningful impact on surplus when required 
rate increases are not approved. Membership growth creates a need for additional RBC, much in 
the same way as trend. Finally, unusual events such as a flu epidemic or new technology may 
create a one-time shock to capital. A relevant example of the latter is the class of PCSK9 
inhibitors discussed in section 4.2. Should ESI’s projection come to fruition rather than the 
projection we’ve built into our pharmacy trend, the impact to RBC would be approximately a 
170% decline. Such an event would immediately bring us below our target RBC range.  
 
Maintaining an adequate RBC level is critical for any insurer. Consequences of low RBC include 
reduced flexibility in responding to customer needs, a need for greater conservatism and higher 
margins in rates in order to avoid further deterioration, and a reduced ability to attract or 
retain business or to handle membership growth. Stability is particularly important in times of 
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unprecedented change, such as the continuing evolution of Vermont Health Connect and the 
health care reform environment. 
 
BCBSVT must remain financially strong in order to continue to provide Vermonters with 
outstanding member experiences, responsible cost management and access to high value care. 
We are therefore filing for a 2 percent contribution to reserve for Insured Groups and 0.5 
percent for Cost Plus Groups, which provides appropriate margin above the minimum needed to 
keep pace with trend to help ensure continued financial stability should a significant adverse 
event occur.   
 
4.9. State Mandates and Assessments 

 
Vermont Vaccine Purchasing Program Payments  
The Vermont Vaccine Purchasing Program4 offers health care providers state-supplied vaccines 
at no charge by collecting payments from Health plans, insurers and other payers. The 
program’s assessment is a PMPM for each Vermont resident. The approved assessment for 2015 
is $0.84 for Adults and $11.61 for Children. We will use these rates until new rates are 
approved.  
 
Health Care Claims Tax 
The Health Care Claims Tax of 0.999 percent applies to all claims or capitations incurred by 
members with Vermont zip codes. We used the percentage of current members with Vermont 
zip codes to estimate the percentage of rating period claims expected to be incurred by 
Vermont members.  

 
Blueprint  
BCBSVT participates in the Vermont Blueprint for Health program. The experience period 
expense for each group will be added into the premium. We do not expect this expense to 
change in the rating period.  
 
 
 
4.10. Federal Assessments 
 
Patient-Centered Outcomes Research Institute Fee: 
This fee is part of the Affordable Care Act and applies to all plan years ending after September 
30, 2012. We estimate the fee to be $2.31 annually and therefore, we will include a $0.1925 
PMPM charge in the rate calculation. This estimate will be updated once additional information 
is received.  
 

Transitional Reinsurance Fee 
Under the federal Affordable Care Act, health plans are subject to certain mandatory 
assessments that will be calculated by the U.S. government including the transitional 
reinsurance program assessment. Health plans are permitted to pass on or recoup these 
assessments from their customers. The Proposed Notice of Benefit and Payment Parameters for 
2016 (Published on November 21, 2014) established the uniform contribution to $27 annually 
per member. 2016 will be the last year of this program. We have been adjusting the rates on 

                                                 
4
 http://healthvermont.info/hc/imm/VaccinePurchasingPoolPilotProgram.aspx 
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January 1 of each year to reflect the change in this fee. Starting on January 1, 2017, this fee 
will be $0 and the rates will reflect that change.  
 
Federal Insurer Fee 
The Federal Insurer Fee is intended to help pay for some provisions in the Affordable Care Act. 
This fee is only applicable to Fully Insured Groups. It is currently estimated at 2.74 percent of 
premium. This estimate will be updated once additional information is received.  
 
 
5. Factors applicable only to specific Products 
5.1. Stop Loss Coverage for Cost Plus products 
 
Cost Plus Groups are at risk for the claims incurred by their members. To protect themselves 
from high claims, they must purchase both Individual Stop Loss and Aggregate Stop Loss from 
BCBSVT5 .  

 
5.1.1. Individual Stop Loss 
 
Stop Loss charge factors for a Cost Plus group are to be applied to the total projected claims 
for the group.  Using the tables created from the projected claims file described in section 4.1 
and the Milliman Guidelines, the ratio of expected claims above the limit divided by the total 
claims was calculated. Using the same credibility formula as described in section 4.1, the 
BCBSVT and Milliman factors were blended. These factors (see Exhibit 7A) also include a load 
for a 70% expected loss ratio (to include the cost of reinsurance).  

 
5.1.2. Aggregate Stop Loss 

 
The method used is based on VFN 41126, Method of Determination of Aggregate Stop Loss 
Charge Factors.   
 
 
Distribution of Individual Claims by Amount 
The distribution of individual claims by amount was generated from the 2014 Milliman Health 
Cost Guidelines distribution of allowed charges (adjusted for VT) by trending the distribution to 
produce the same expected average annual allowed charge per member as the trended BCBSVT 
distribution for Q1 2016 and then applying paid/allowed factors (as described in section 4.1). 
 
For each specific stop loss level, the expected claims amount and standard deviation of the 
distribution of claims less than the specific stop loss level are calculated.  
 

                                                 
5
 With the exception that with the approval of BCBSVT’s Executive staff, Cost Plus groups can shop their 
reinsurance in accordance with strict guidelines set forth by BCBSVT. 



Blue Cross and Blue Shield of Vermont 
Q3 2015 Large Group Rating Program Filing 

Actuarial Memorandum 

Expected Claims Factors  

For each number of members (N) 100 to 1000 (at 100 increments), 1,500, 2,000 to 5,000 (by 
1,000 increments) and 10,000 to 40,000 (by 10,000 increments) and for each ISL limit, a 
preliminary expected fraction of aggregate claims in excess of 90%, 95%, 100%, 105%, 110%, 
115%, 120%, 125%, 130%, 135%, and 140% of expected aggregate claims was calculated.  These 
were then adjusted for uncertainty in the projection of expected claims as described in the 
table below: 

 

Expected to projected expected 
 

>107.5% 
107.5% 

- 
102.5% 

102.5% 
- 

97.5% 

97.5% 
- 

92.5% 

 
< 92.5% 

 
Fraction of projections 
 

F1* F2* F3* F4* F5* 

Assumed (actual expected) / 
(projected expected) factor 

1.10 1.05 1.00 0.95 0.90 

Weighting Factor for averaging F1/1.10 F2/1.05 F3 F4/0.95 
 

F5/0.9 
 

 
* Estimated for distribution 

  

The factors developed above were then divided by 0.7 to produce an expected loss ratio (net of 
the provision for default) of 70%.   
 
To protect BCBSVT against potential default situations (i.e. to cover the risk of the group failing 
to fund claims), the proposed ASL rates include an additional fixed risk charge of 0.5% of 
expected claims under the ISL limit for groups with less than 20,000 members, and a reduced 
fixed risk charge of 0.4% of expected claims under the ISL limit for groups of 20,000 members or 
more.  
 
To assure that the factors on each line were strictly decreasing with increasing stop loss 
percentage, in cases where the ratio for a 130% stop loss percentage was less than 0.0001: 

- the calculated value for 130% was increased by 0.00001 
- the calculated value for 125% was increased by 0.00002 
- the calculated value for 120% was increased by 0.00003 
- the calculated value for 115% was increased by 0.00004 
- the calculated value for 110% was increased by 0.00005. 

 
The resulting factors were then multiplied by ratios of claims under the limit to total claims at 
the various ISL limits.  Thus the final factors are applicable to total expected claims.   
 
The tables of factors are contained in Exhibit 8A.  
 
If the expected number of members (N) in the rating period is not one of the values in either 
table, the value is determined by interpolating linearly between the entries in the table for the 
numbers of members immediately below and above N.  

 
5.2. Risk and Administrative Charges for Experience Refund Eligible products 
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Risk Charges for Experience Refund Eligible Plans 
 
 
The BCBSVT Experience Refund Eligible products involve pricing margins of 10% or 5% (i.e. 
expected claims below the ISL limit will be increased by 10% or 5% in the determination of the 
premium).  The risk charge factors are developed in the same way as the ASL factors described 
in the previous section, except that the loadings for the 70% expected loss ratio and for default 
(the charges of either 0.5% or 0.4% of expected claims) do not apply.  These factors are applied 
to total expected claims (before adjustment for pricing margin) and the retention is increased 
by the risk charge (both in the prospective pricing and in the refund calculation). 
 
The tables of factors are contained in Exhibit 9A. 
 
If the expected number of members (N) in the rating period is not one of the values in either 
table, the value is determined by interpolating linearly between the entries in the table for the 
numbers of members immediately below and above N.  
 
Settlement Administration Charge 
An administration charge equal to a settlement administration charge, offset by an investment 
income credit, will be added to the group’s administrative charges (described in section 4.5). 
 

1. Settlement Administration Charge: An additional administrative charge of $1,665 
will be included to offset the costs of administering the retrospective arrangement.  
This amount is based on the 2014 settlement administration charge of $1,625 
increased by 2.5 percent trend to reflect the assumed increase for the direct staff 
cost.  

 
2. Investment Income Adjustment: A credit of 0.2 percent of the margin will be applied 

to the settlement administrative charge to reflect investment income earned on the 
margin.  

 
 

6. Actuarial Opinion 
 
The purpose of this filing is to establish the formula, manual rate and accompanying factors 
that will be used for renewals of Blue Cross and Blue Shield of Vermont large group plans.  This 
filing is not intended to be used for other purposes. 
 
The data used in this analysis has been reviewed for reasonableness and consistency; however, 
it has not been audited. 
 
It is my opinion that the rating formula and factors presented in this filing are reasonable, and 
have been prepared in accordance with applicable Actuarial Standards of Practice. The formula 
and factors will produce premium rates that are reasonable in relation to the benefits provided, 
and will not be excessive, deficient or unfairly discriminatory. 
 
I am a Fellow of the Society of Actuaries and a Member of the American Academy of Actuaries, 
and I meet the Academy’s Qualification Standards to render this opinion. 
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___________________________ 
Paul Schultz, F.S.A., M.A.A.A. 
 
February 4, 2015 
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Blue Cross and Blue Shield of Vermont (BCBSVT) is committed to the health of Vermonters, 
outstanding member experiences and responsible cost management for all of the people 
whose lives we touch.  By pooling the populations covered by our products, we protect 
individuals from the unaffordable and potentially ruinous costs associated with significant 
illnesses or injuries. Our products promote preventive care, health maintenance and health 
improvement, and we have in place strong utilization management programs that support 
members who require medical care and assure that they have access to  high value care while 
avoiding unnecessary costs. 
 
BCBSVT also works with providers to dampen cost increases through reimbursement strategies 
that include incentives to both provide and properly manage care. BCBSVT’s vision is a 
transformed health care system in which every Vermonter has health care coverage, and 
receives timely, effective, affordable care. None of this work is possible unless BCBSVT 
remains financially strong, and that requires that we be allowed to charge rates that cover 
the medical expenses of the populations it serves. 
 
BCBSVT performs large group premium rating on a case-by-case basis. Rating is accomplished 
through a formulaic approach that blends recent group claims experience with a manual rate 
according to a credibility formula. This filing establishes the rating formula, manual rate and 
accompanying factors that will be used for large group renewals beginning upon approval of 
this filing, most notably January 2016 renewals.  
 
The filing describes in detail the formula used in the renewals, along with each of the factors 
included in that formula. These include large claims pooling factors, medical and pharmacy 
trends, and benefit relativities, along with the development of the manual rate. In addition, 
the filing details the calculation of administrative charges, the net cost of reinsurance, 
contribution to reserve and state and federal assessments, all of which are included in the 
rate development. Finally, the filing discusses certain factors applicable only to specific 
products. 
 
Key results include the following: 
 

• BCBSVT is proposing allowed trends of 6.6 percent for medical claims and 10.0 percent 
for pharmacy claims, for a total combined trend of 7.2 percent. 

• Administrative charges have decreased by nearly 5 percent from the previous filing. 
• We are proposing a contribution to member reserves of 2 percent for insured groups. 
• Our proposed manual rate, the projected average calendar year 2016 paid claims per 

member per month for groups impacted by this filing, is $463.34. 
• There are an estimated 13,100 contracts (26,900 members) currently enrolled in one 

of 61 BCBSVT large group plans. 

 

Our proposed medical and pharmacy trends are higher than those approved in our most recent 
large group trend filing. Medical trends continue to accelerate due to increases in the 
amounts providers are paid, particularly in light of the “cost shift” that results from the 
underfunding of Medicaid and Medicare. Pharmacy trends are increasingly impacted by the 
emergence of high-cost specialty medications that are available for an ever-broadening range 
of conditions. 
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We are very pleased that continued operational efficiencies have allowed us to propose 
administrative expenses that are lower than those in the previous filing. 
 
A contribution to reserves is required in order to maintain an adequate level of surplus. 
Surplus is a critical consumer protection that allows subscribers to receive needed care and 
providers to continue to receive payments in the event of unforeseen adverse events that 
may otherwise impact BCBSVT’s ability to pay claims. We believe that the levels established 
in this filing represent an adequate, yet not excessive, contribution to reserves. 
 
In previous years, BCBSVT filed each factor separately, and did not calculate an explicit 
manual rate. Therefore, a specific manual rate increase cannot be calculated with this initial 
rating program filing.  
 
We have made no material changes to our large group rating formula from the time of 
previous filing. Other factors, including large claim pooling charges and benefit relativities, 
have been updated but by their nature have neither an inflationary nor deflationary impact 
on rates across our entire book of business. 
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